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GENERAL ACCOUNTING OFFICE
Following a review of the quality of CPA audits of participants in Federal guaranteed
and insured loan programs, the GAO recently issued a report concluding that "CPA
audits of Federal loan programs did not always satisfactorily comply with auditing
standards." However, the GAO report also said, "The public accounting profession
has recently taken action which GAO believes should improve the quality of
governmental audits."
The GAO report noted that the AICPA's Task Force on the
Quality of Audits of Governmental Units made 25 recommendations for improving the
quality of governmental audits, including improving CPAs' training in governmental
accounting and
auditing and strengthening the disciplinary process
for poor
quality CPA audits.
The GAO made its report to the Secretaries of the Department
of Agriculture
and the Department of Housing and Urban Development, and the
Administrator of the Small Business Administration.
The GAO study of audits of
guaranteed and
insured loan programs by CPAswas undertaken after
the GAO
discovered problems with the quality of CPA audits of Federal grant programs. The
GAO report also concluded that Federal agencies "need to improve their controls
for receiving and reviewing [governmental] audits to ensure that the Federal
government receives quality audits."
Copies of the report, GAO/AFMD-88-3, may be
obtained by writing the GAO at P.O. Box 6015, Gaithersburg, MD 20877, or by
calling the GAO at 202/275-6241.

SECURITIES AND EXCHANGE COMMISSION

Edmund Coulson, chief accountant for the SEC, has written to Rholan E, Larson,
president of the Board of Trustees of the Financial Accounting Foundation,
offering to assist the Board of Trustees in "ensuring that the standard setting
activities remain, and appear to remain, independent from undue influence."
In
the 4/15/88 letter, Mr. Coulson said, "Recently I have become aware of expressions
made by some preparer representatives that might be interpreted as an effort to
reduce the actual or apparent independence of the financial accounting standards
setting process.
I
view
such
expressions
as
very
disturbing
and
counterproductive."
Mr. Coulson said, "...an open and informed standard setting
process is of vital interest to the Securities & Exchange Commission and the
investing public, and we share, through our oversight role,
a public
responsibility in the protection of that mechanism."
TREASURY, DEPARTMENT OF

Certain dispositions of U.S. real property interests are the subject of temporary and
proposed regulations issued by the IRS (see 5/5/88 Fed. Reg.. pp. 16214-32 and p.
16233).
The temporary and proposed regulations provide rules for the exchange,
distribution, or transfer of U.S. real property interests without recognition of
gain under the Foreign Investment in Real Property Tax Act of 1980.
The
regulations also treat interests in certain partnerships as entirely U.S. real
property interests for purposes of withholding on the proceeds from dispositions
of such interest.
In addition, the regulations provide rules with respect to the
, treatment of interests in publicly traded corporations.
Generally, the rules are
proposed to apply to exchanges, distributions, or transfers of U.S. real property
interests occurring after 6/18/80.
Although the regulations are proposed to be
applied as of 6/18/80, the IRS said it is "anticipated that any taxpayer desiring
to apply the temporary regulations in lieu of the final regulations for the period
prior to the adoption of the final regulations will be allowed to so choose." All
changes and additions to portions of the existing regulations under sections 897
and 1445 of the Internal Revenue Code are proposed to be generally effective
6/6/88.
Paragraph (e) of section 1.897-9T dealing with foreign governments and
international organizations is effective 7/1/86.
The special rules under section
1445 for section 1034 nonrecognition are effective after 8/3/88. Written comments
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and requests for a public hearing must be delivered or mailed before 7/5/88 to
Commissioner of Internal Revenue, ATTN:
CC:LR:T (INTL-491-87), Washington, D.C.
20224.
For further information after reading the temporary and proposed
regulations, contact Charles P. Besecky at the IRS at 202/566-3319.

Tax penalties were the subject of a speech presented by IRS Commissioner Lawrence B.
Gibbs to the American Law Institute of the American Bar Association in New York
City recently.
Commissioner Gibbs said that the IRS penalty study group has
identified some penalty problems and that "the more we delve into our penalty
study the more convinced we are that increased reliance on penalties is moving us
beyond the normal parameters of tax administration.”
He defined the "ideal
penalty" as one that "is applied infrequently and is targeted to induce correct
behavior among people who will benefit from such inducement."
Commissioner Gibbs
said, "Complicated penalty computations and different statutory standards of
application and waiver lead to inconsistency.
Inconsistency breeds taxpayer
skepticism.
Taxpayer skepticism invites greater experimentation with
noncompliance."
He also noted that "penalty stacking can lead to a punishment
that no longer fits the crime."
The Commissioner also called for "shared
responsibility" from those "on all sides" to help relieve the penalty problem. He
said the IRS penalty study group expects to issue a draft report "in early June"
that will "concentrate on administrative recommendations."
He said legislative
recommendations would be addressed in a later report.
The Commissioner also said
that the IRS intends to hold "one or more public hearings" on the draft report
this summer and that the draft would be circulated for public comments.
SPECIAL:

AICPA MEMBER NAMED CHAIRMAN OF THE U.S. CHAMBER OF COMMERCE

William S. Kanaga. CPA, has been named the 1988-89 chairman of the U.S. Chamber of
Commerce's board of directors.
Mr. Kanaga, a former AICPA chairman, has been a
member of the Chamber's board of directors since 1984 and was installed as its
vice chairman last year. A partner with Arthur Young & Co. , Mr. Kanaga served as
chairman of the U.S. firm, as well as chairman of Arthur Young International.
Presently,
he is the chairman of the firm's Advisory Board, a position he has
held since 1985.
Mr. Kanaga has been active in the AICPA for many years; he
served as chairman of the Institute's Centennial Steering Committee in 1987.
Mr.
Kanaga has been a member of the AICPA since 1954.
SPECIAL:

SEC TESTIFIES BEFORE DINGELL SUBCOMMITTEE ABOUT TREADWAY COMMISSION REPORT

Testimony about the SEC's response to the Treadway Commission's recommendations was
presented to the House Energy and Commerce Subcommittee on Oversight and
Investigations on 5/2/88 in Washington, D.C. by David Ruder, Chairman of the SEC.
In his prepared testimony, Chairman Ruder discussed a company's internal control
system, its audit committee, and its independent accountant. He stated that the
effectiveness of internal auditors depends on company management support in the
form of adequate staffing and open communications between the internal auditors,
management and the audit committee.
Independent audit committees are in a
position to monitor the financial reporting systems established by management to
assure that they operate in a manner designed to produce correct and accurate
results, Chairman Ruder said.
The Commission has endorsed audit committees as
"effective forces in helping to assure that management advisory services performed
by accountants do not impair their independence," according to the Chairman. The
independent public accountant plays a central role in the financial reporting
system, he said.
Thus, the accountant must be alert to the possibility for fraud
and misstatement.
In responding to questioning by the subcommittee members, the
Chairman stated that the Commission believes it appropriate for the securities
self-regulatory organizations (SROs) to re-examine their audit committee
requirements.
The Commission will encourage the SROs to upgrade and expand the
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scope of their standards with respect to audit committees, according to Chairman
Ruder. He stated that while he would support legislation which requires auditors
who resign upon discovering major fraud to provide direct notification to the SEC
such legislation would need to address the legal liability of accountants who
incorrectly identify such fraud.

SPECIAL:

AUDITING STANDARDS BOARD EXPOSES PROPOSED SAS ON COMPLIANCE AUDITING

"Compliance Auditing:
The Auditor's Responsibility For Testing Compliance with Laws.
Regulations, and Contractual Terms Governing Financial Assistance Certain Entities
Receive From Government" is the title of an exposure draft of a proposed statement
on auditing standards (SAS) issued 5/6/88 by the Auditing Standards Board.
This
proposed SAS gives guidance on applying the requirements of SAS No. 54, Illegal
Acts by Clients, to audits of entities that receive financial assistance from
government.
It explains the relationship between those requirements and the
requirements of the Standards for Audit of Governmental Organizations, Programs.
Activities. and Functions issued by the U.S. General Accounting Office.
It also
provides guidance on testing compliance with laws and regulations applicable to
Federal financial assistance programs in audits performed in accordance with the
Single Audit Act of 1984.
The comment deadline is 8/15/88.
The exposure draft
(product number G00474) can be obtained by writing the AICPA Order Department at
1211 Avenue of the Americas, New York, NY 10036-8775, or by calling the
department's toll free numbers 800/334-6961 (outside New York state) or 800/2480445 (in New York).

SPECIAL:

COLORADO MEMBER OF CONGRESS BECOMES CPA

Rep. Hank Brown (R-CO) recently passed the Uniform CPA Examination thereby increasing
the number of certified public accountants in the U.S. House of Representatives
from four to five.
Rep. Brown, who is serving his fourth term in the House of
Representatives, is a member of the House Ways and Means Committee and its
Subcommittee on Select Revenue Measures.
Before being elected to Congress, Rep.
Brown was a tax accountant with Arthur Andersen & Co. from 1967-69 and was vice
president of Monfort of Colorado, Inc. from 1969-80.
He is also an attorney and
served in the Colorado State Senate as the assistant majority leader.
The four
other CPAs serving in Congress are Rep. Ronnie G. Flippo (D-AL), Rep. E. Clay
Shaw, Jr. (R-FL), Rep. Joseph J. DioGuardi (R-NY), and Rep. Owen B. Pickett (DVA) .

For further information contact Shirley Twillman at 202/737-6600.
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